
July 12, 2004

Mary L. Cottrell, Secretary 
Department of Telecommunications and Energy
One South Station, 2nd Floor
Boston, Massachusetts 02110

RE: Initial Comments, KeySpan Energy Delivery New England, D.T.E. 04-62

Dear Secretary Cottrell:

Pursuant to the schedule the Department of Telecommunications and Energy
(“Department”) established in the Notice of Public Hearing and Procedural Conference dated
June 24, 2004, the Attorney General submits this letter as his Comments concerning the filing
made by KeySpan Energy Delivery New England (“KeySpan” or the “Company”).

I. INTRODUCTION
 

On June 18, 2004, Boston Gas Company (“Boston Gas”), Colonial Gas Company
(“Colonial”) and Essex Gas Company (“Essex”), operating as KeySpan Energy Delivery New
England, filed with the Department a petition for approval of a consolidated Cost of Gas
Adjustment Clause (“CGA”), a consolidated Local Distribution Adjustment Clause (“LDAC”), a
consolidated Distribution Terms and Conditions, and standardized rate tariff formats for all
customer classes.  

According to KeySpan, as the result of its merger with Eastern Enterprises, its resource
planning activities for Boston Gas, Colonial and Essex are fully integrated and it now uses the
resources within the gas portfolio interchangeably to meet the combined customers requirements
on its entire service territory.  The Company claims that the consolidation of the resource
portfolio has created a mismatch between (1) the costs recovered from customers though the
CGA, which is based on the ownership of resource contracts; and (2) the costs and benefits
associated with the provision of gas service using the restructured portfolio.  Exh. KED/EDA-1,
p. 8.  The Company proposes to correct this mismatch by pooling the demand charges, local
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1  If the Department considers the ten year rate freeze ordered in Eastern-Essex Acquisition (D.T.E. 98-27

at 21) to bar examination of this issue at this time, the Department should revisit this issue at the end of

the rate freeze period.

production and storage costs and commodity charges associated with the consolidated portfolio
and establishing a uniform CGA for KeySpan customers.  Id.  The Company claims that this
proposal aligns resource use with cost recovery, thereby ensuring that the price charged to
customers appropriately distributes the costs and benefits associated with the consolidated
resource portfolio. Id.     

II. COMMENTS

The Department should open an adjudicatory investigation to review several issues the
Company’s filing raises.  This proposal will affect rates and the Department needs to thoroughly
consider it through full discovery and an evidentiary hearing process. 

Currently, the CGA factor charged to the customers of each of the companies, Boston
Gas, Essex and Colonial, are calculated independently based on different CGA factors and
historical portfolio costs.  Exh. KED-EDA-1 at 5.  The Company’s analysis of the “demand
charge and commodity savings achieved as a result of the mergers and consolidation of the
KeySpan portfolio” shows that the Essex CGA would have been lower than the other two
companies “on a standalone basis given the actual growth experienced.”  Exh. KED-EDA-1 at
19.  If approved, the Company’s proposal appears to significantly increase the rates for Essex
Gas Company customers.  The Department should investigate the propriety of the proposed
consolidated rates and approve only just and reasonable rates consistent with precedent and well-
established rate design principles.  If the consolidation of resources creates savings, then all of
the customers should realize those savings.

The Company’s witnesses assert that gas costs are not being appropriately allocated to
the customers that receive the related benefits.  Exh. KED-EDA-1 at 5; Exh. KED-AEL-1 at 4. 
This is a violation of the Department’s cost allocation principles and precedents. The
Department requires the allocation of costs to the appropriate entities whether they are customer
classes or affiliated companies.  Eastern-Essex Acquisition, D.T.E. 98-27 at 46 (1998) citing
G.L. c. 164 §76A; Cambridge Electric Light Company, D.P.U. 92-250 at 78 (1993); Bay State
Gas Company, D.P.U. 92-111 at 134-135 (1992).  As part of this proceeding, the Department
should determine whether gas costs have been allocated appropriately among the companies and,
if not, require corrections be made as part of the CGA reconciliation process.1 

The Company proposes to average the majority of all costs that are recoverable through
CGAs and charge the customers of Boston Gas Company, Colonial Gas Company and Essex Gas
Company the same average rate.  The only item that would not be collected on an average cost
basis is the bad debt allowance.  The Company states that it will maintain the individual
company cost recovery factors for bad debts because these factors are established in a general
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rate case.  It is not clear from the testimony filed why a single bad debt factor could not be
established.  It is also unclear if KeySpan continues to incur the gas acquisition and planning
costs that are being recovered through Colonial and Essex rates, rates that were set prior to the
KeySpan merger and the subsequent consolidation of these functions.  The Department’s review
of the Company’s proposal should also include an examination of these gas acquisition and
planning costs in order to insure a just and reasonable level of costs are included in any
consolidation. 

The working capital allowance also appears to be unfairly allocated under the proposed
consolidation.  Currently, Essex and Colonial’s allowance is based on 14.5 and 15.3 days net lag
in collections respectively.  Boston Gas net lag is currently over 40 days.  The illustrative
consolidation CGA schedules uses a net lag period of 35.2 days, a significant increase for Essex
and Colonial customers.  The working capital allowance includes a return to shareholders (a
profit factor) and, as with any cost, should be reviewed and determined to be just and reasonable. 

 Thank you for the opportunity to submit these comments.

Sincerely,

Colleen McConnell
Assistant Attorney General

cc: John Cope-Flanagan, Hearing Officer
Cheryl Kimball, Esq., Keegan, Werlin & Pabian
Richard A. Visconti, General Counsel, KeySpan


